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KEY ECONOMIC INDICATORS - PAKISTAN 
All values in millions US$ Official Exchange Rate 
unless otherwise indicated Rs.9.90 = $1.00 
*Change over Change over 

ITEMS 1976-77 previous year 1977-78 previous year 
INCOME/ PRODUCTION 
GNP at Constant (1959-60) 4,177R + 2.8 4,560P + 9,2 

Prices 
GNP at Current Prices 1/ 13,970R 16,540P 
Index of Agricultural 109.0 2/ 114.9E 1/ 

Production (1969-70= 
100) 
Index of Largescale 117.1 123.3E 

Manufacturing 
(1969~70=100) i/ 

Per Capita GNP 1/ 190 R 219 P 
(Current Prices) 
MONEY & PRICES 
(6/30/77) (6/29/78) 
Monetary Assets 3/ 5,744 6,954 
Interest Rate 3/ 10.0 10.0 
(Central Bank) 
Consumer Price Index 2/ 243.9 260.7P + 7.4 
(1969-70=100) 
Wholesale Price Index 2/ 255.3 268.7P + 5.2 
(1969-70=100) 
Gold and Foreign Exchange (6/24/77) (6/29/78) 

Reserves 3/ 444.1 983.0 +121.3 
Balance of Payments 309 R 182E (Surplus) 
(Uncovered Gap) i/ 

Exports (FOB) 2/ 1,140.6R 1,314,7P +15.3 
Imports (CIF) 2/ 2,324,.2R 2,738.0P +17.8 
Exports to the US (FOB) 2/ 58.8 ° 66.6 +13.3 
Imports from the US (CIF) 2/ 342.7 ° 278.7 -18.7 


P - Provisional R - Revised E - Estimate 
NOTE: All years are fiscal July 1 thru June 30. 


SOURCES: 1/ Pakistan Economic Survey 1977-78. GNP figure for FY1978 is based on 
8.8 million ton wheat crop. 
2/ Central Statistical Office Monthly Bulletins, and unpublished data. For 


July, 1978 total exports at $90.2 million were up 41.4 percent over 
July, 1977 and total imports at $188.6 million were up 18.9 percent 
over last July. 


State Bank of Pakistan Monthly Bulletins, Weekly Statements and 
unpublished data. On August 17, 1978 gold and foreign exchange 
reserves at $1016.7 million were 3.3 percent more than June 29,1978 
and 162.6 percent over the July 28, 1977 level. 42.3 percent of 
this increase was due to recent revaluation of gold holdings. 
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SUMMARY. In many ways, Pakistan's economic performance improved last year but 
the poorer-than-expected wheat crop moved Pakistan farther away from self 
sufficiency in this essential product and casts some doubts over the near 
future. Overall economic performance was better in every sector (even agri- 
culture), and over $1.3 billion in worker remittances moved Pakistan's balance- 
of-payments into a slight surplus. Together with the rebound from the dismal 
economic performance of a year earlier, the larger remittances may have pushed 
GNP growth to near nine percent for the year. GDP increased about six percent. 


Agricultural production improved mainly as a result of a more normal cotton 
crop of 3.2 million bales, but wheat production, at about 8 million tons, was 
severly disappointing. Rust infection was a major cause of the decline. The 
combination of a poor crop and whet some see as an unattractive procurement 
price, lowered government domestic procurement and will cause the government 

to seek to import about 2 million tons or more of wheat this crop year in 

order to meet the demand of the urban ration shops. This will adversely affect 
the balance of payments and increase subsidies with an adverse impact on the 
budget. Next year's crop may be larger since on August 30 the procurement 
price was raised, taking effect at the spring harvest, from $99 to $121 per ton. 


Industrial production improved 4.7 percent, but the large textile industry 
lagged behind other industries because of low productivity and antiquated 
machinery. Steps are being taken to aid the ailing textile industry but, as 
with all investment in Pakistan, businessmen are still cautious because of 
continued political uncertainty. 


The consumer price index increased oniy eight percent, partially because of a 
lower rate of monetary expansion but probably more as a result of the direct 
and indirect government price controls, particularly the heavily subsidized 
price of wheat flour in the ration shops. With the reduced wheat crop and 
increases in the government's prices of some commodities, the rate of inflation 
may increase next year. 


While Pakistan's foreign exchange position constrains possibilities there is 
still interest in American products and joint ventures with American firms. 
The establishment of a free trade zone in Karachi may also offer opportunities 
for American firms. END SUMMARY 


CURRENT SITUATION AND TRENDS 


During Pakistan fiscal year 1977-78 (July 1-June 30) the economic situation 
improved somewhat over the previous year mainly because of a more normal 
cotton crop and the lack of civil unrest which occurred during PFY 76-77. 
However, serious structural problems still exist and a poorer-than-expected 
wheat crop and heavy monsoon rains threaten to slow growth during the current 
fiscal year. While the highly optimistic new Five Year Plan promises some 
long term changes in policy orientation to deal with these difficulties, 
Pakistan's budget for PFY 78-79, the first under the Plan, shows no policy 
changes and shows increases in non productive subsidies and continued funding 
of the controversial Karachi Steel Mill. 


For the fiscal year just ended, GNP and GDP at constant prices are officially 
estimated to have grown 9 and 6.5 percent respectively, based on three-quarters 
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data. However, a poorer-than-expected wheat crop will cause a downward 
revision of these figures by up to one percent each. Agricultural out- 
put, projected to grow by 4.3 percent, will also have to be revised downward 
because of the shortfall in wheat production. However, sectoral performance 
as a whole did improve in FY1977-78 as a result of the 30 percent increase 

in cotton production and lesser gains in other crops. Industrial production 
rose 4.7 percent mainly because of more normal business conditions following 
the civil unrest of the previous year. However, the single largest industry, 
textiles, continued to perform poorly because of low productivity and outmoded 
equipment. 


Investment is still heavily weighted towards the public sector with private 
investment about 10 percent of the total. There seems to be somewhat more 
activity in the private sector, but continued political uncertainty discour- 
ages many investors from implementing plans. 


Pakistan's balance of payments improved markedly over PFY 76-77, mainly as a 
result of a doubling of workers' remittances from abroad to $1.3 billion.Even 
though the trade deficit increased moderately, the surge in remittances and 
some debt relief heiped Pakistan register a net monetary inflow of $182 million 
for the year. Next year will not be as good with wheat imports perhaps as much 
as 30 percent higher than originally projected, debt service rising sharply 
because of the ending of the 1974 debt rescheduling agreement and the possib- 
ility of a lower than expected cotton crop. 


Pakistan's budget for PFY 78-79 shows no major departures from previous years' 
budgets. Increases in government resources are expected to come mainly from 
customs and excise duties, showing a reliance on a high level of imports as a 
generator of revenue. Income tax receipts are budgeted to increase at only 
two-thirds the expected growth rate in GNP and remain a small component of 
total revenues. The 20 percent increase in non~development government expen- 
ditures is mainly for debt service and wheat subsidies. The wheat subsidy, 
the difference between the government procurement price for domestic and 
imported wheat and the sale price at the largely urban, ration shops, increased 
30 percent over the most recent estimates of actual PFY 77-78 subsidies. The 
lower than expected wheat crop, which will require larger imports of wheat, 
with a landed cost higher than domestic wheat, and the just announced pro- 
curement price increase means that the figure is understated unless the polit- 
ically difficult decision to raise the ration shop prices is taken. 


In keeping with announced intentions to accelerate completion of the Karachi 
Steel Mill, expenditures on the mill are budgeted to increase 50 percent this 
year to Rs.3 billion. 


The rise in steel mill spending, plus an increase in expenditures for necessary 
repairs to Tarbela Dam, totalled more than the Rs.1l billion increase in devel- 
opment spending and meant that other development programs had to be trimmed. 
The basic human needs sectors of Population Planning, Health and Education all 
suffered cuts from PFY 77-78 levels and development expenditure for agriculture, 
which remained about the same as last year, is almost entirely for fertilizer 
subsidies which increases the subsidy for wheat production. Despite an effort 
to restrain expenditure, the budget deficit has been forecast to rise to Rs.4.2 
billion, double the original forecast in last year's budget. Tax and tariff 
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measures announced with the release of the budget, are officially expected to 
lower the deficit to a projected Rs.2.3 billion which will be covered by 
further economies in departmental spending and central bank borrowing. 


AGRICULTURE 


Agricultural production for the fiscal y2ar ending June 30 was originally 
thought to have risen by 4.3 percent. Tliis estimate has been revised downward 
since the wheat crop, originally projected to be 8.8 million tons, has turned 
out to be closer to eight million tons. The main reason for the poor harvest 
appears to be rust infection which attacked non-resistant varieties of wheat. 
Other factors were a slight decrease in acreage under wheat, excessive heat 

at the critical time just before harvest,and some shortages of fertilizer. 

The smaller crop was also a factor in the government's failure to procure its 
target amount of wheat for the ration shop system. The other factor is the 
procurement price being offered by’ the government which many observers feel 

is too low in relation to the cost of production ard the open market price to 
offer an incentive to the farmer to sell to the government. This year Pakistan 
will seek to import 2 million tons of wheat, a half million tons above original 
estimates, to keep the ration shops supplied. The just announced increase in 
procurement price from $99 to $121 per ton may have a salutary effect on next 
year's output ,but a determined effort will be needed on a broad front including 
importation of rust resistant seed and sufficient amounts of fertilizer to 
avoid future disappointments. 


Cotton production returned to a more-or-less normal 3.2 million bales in PFY 
1977-78 after the previous year's flood and pest damaged 2.4 million bales.The 
government has taken steps to increase plant protection measures and hoped to 
have a 3.6 million bale crop this year. However, early and heavy monsoon rains 
have caused flooding in some cotton areas and, although it is too early to have 
definite figures, some recent crop estimates put cotton output for this year at 
about the same as last year. 


Rice output was about the same as last year at 2.8 million tons and export 
earnings from rice benefited from slightly higher world prices. This past year 
the government has announced increased prices for next year's crop which will 
narrow the gap between open market prices and government procurement price for 
export and perhaps result in increased quantities of rice for export. 


Oil seeds recorded marginal increases and the government's oil seed strategy 
designed to reduce Pakistan's dependence on imported edible oil, shows some 
signs of moving forward. Other crops such as millet and sorghum remained un- 
changed and barley and sugarcane production declined somewhat. 


The budget for this year includes a Rs.970 million subsidy for fertilizer, and 
pesticides will also be subsidized in an effort to improve plant protection. 
Agricultural machinery imports, e.g., tractors, plows, tillers, have been 
liberalized to allow more private sector participation. At least two pilot 
projects designed to revitalize the Markaz systems, rural multi service centers, 
are expected to begin this year. It seems clear that the government's 
ambitious plans for improvement of agricultural production will take longer 
than originally estimated. 





INDUSTRY 


Industrial production increased 4.7 percent during PFY 1977-78 mainly because 
of a return to more normal business conditions following the unrest of the pre- 
ceding year. Significant increases were recorded in production of sugar (22.9 
percent), cigarettes and vegetable ghee (cooking oil) (15.9 percent). However, 
textile output, accounting for almost one third of Pakistan's industrial pro- 
duction, stagnated in spite of the increased cotton crop. Production of cotton 
yarn was up 2 percent and cotton cloth fell about 7 percent. The textile 
industry continues to be plagued by low productivity and antiquated machinery. 
The government has formed several committees to examine the problem and the 
World Bank has also published a report on the textile industry. The budget 

for PFY 1978-79 gives some incentives in the form of excise tax relief and 
tariff reduction on equipment for textile mills. 


Interest in oil exploration is still high with one well drilled recently by an 
American company, showing promising signs. In spite of a shake up in the 
government's oil bureaucracy, business is continuing as usual. An American 

firm recently obtained drilling rights for a promising site in northern Pakistan 
and another American firm is still negotiating for rights. 


INVESTMENT CLIMATE 


The government is continuing its efforts to improve the investment climate and 
increase the role of the private sector in the economy. A number of changes 
favoring the private sector have been announced in the budget speech and in the 
recently issued import policy and a number of interdepartmental committees are 
examining other ways to encourage investors. Most of the new programs are 
aimed at the textile industry. Imports of machinery for modernizing textile 
mills and for new mills will be duty free. Excise taxes have been lifted on 

a number of cotton products and raw wool may be imported duty free. The 
government has also permitted the private sector to import certain items,i.e., 
tractors, farm implements, edible oil, cement and newsprint, which previously 
could only be imported by the public sector. In addition to allowing the 
private sector to import more, the government has tried to rationalize the 
documentation requirements to simplify procedures for both importing and 
exporting. 


The government's efforts have not had a major impact on investment in Pakistan, 
but it may be too early to tell. The number of proposals for investment 
projects has been increasing, and recent press articles indicate the number of 
approvals is also increasing. However, most proposals have yet to be imple- 
mented,and many observers believe that the continuing climate of political 
uncertainty is causing investors to remain cautious. 


At the present time foreign investment is sluggish. The government is 

expected to establish two free trade zones, one in Karachi sometime this year 
and one in Lahore later. Some foreign firms have already indicated an interest 
in setting up assembly plants in the proposed Karachi zone. Once the zones are 
established foreign investment could pick up. 





MONEY AND BANKING 


During the first nine months of PFY 1977-78, total monetary assets rose 13.2 
percent to Rs.64,390 million ($6,504 million). Currency in circulation went 
up 19 percent, demand liabilities nine percent and time liabilities almost 16 
percent. The larger increase in time liabilities was caused mainly by the 
influx of worker remittances. While monetary expansion is one indication of 
inflationary pressure in Pakistan, other factors, such as agricultural con- 
ditions and the interaction between free market prices and government con- 
trolled prices, also play an important role in determining overall price 
levels. 


During PFY 1977-78 Pakistan's three price indices all registered single digit 
inflation. The consumer price index (1969-70=100) rose 7,4 percent compared 
to 12.3 percent for the previous year, wholesale prices went up 5.2 percent, 
down from 8 percent and the Sensitive Index of 28 Essential Commodities showed 
the lowest increase of 3.7 percent compared to 12,6 percent for PFY 1976-77. 
During this period the combination of low monetary expansion, stable govern- 
ment prices,and fairly good agricultural conditions worked together to moder- 
ate price increases. The current year could see some changes in this situation. 
Government prices of gasoline, electricity and cement were recently raised and 
could cause inflationary pressure in the cities. The projected wheat short- 
fall could add to this pressure if the government cannot import enough wheat 
in a timely fashion for its ration shops. Also it will be difficult to main- 
tain monetary expansion at this year’s rate given the increased subsidies 
which are likely to cause this year's budget deficit to exceed last years. 


TRADE AND BALANCE OF PAYMENTS 


Pakistan's balance of payments improved during PFY 1977-78. The current 
account deficit was estimated at $661 million down 27 percent from the pre- 
ceding year, which was more than offset by a capital account surplus of $843 
million resulting in a net inflow of $182 million compared to last year's out- 
flow of $309 million. 


The trade deficit for PFY 1977-78 increased 11 percent to about $1.4 billion. 
Imports of wheat and fertilizer increased substantially with edible oil and 
POL imports increasing at a lesser rate. Capital goods and other imports were 
only slightly higher than last year. Rice and cotton again made up fifty per~- 
cent or more of Pakistan's exports. Rice earnings, aided by slightly higher 
prices, increased about nine percent over PFY 1976-77 and cotton rose 16 per= 
cent. The increased cotton earnings came mainly from the sale of raw cotton 
and cotton fabric since production of yarn was below expectations. Other 
exports, such as fish, leather and carpets, performed well, showing a 16 per- 
cent increase over the previous year. 


The invisible account registered marked improvement during PFY 1977-78 mainly 
as a result of workers' remittances which at about 1.3 billion were more than 
double last year's inflow. 


Aid commitments were about the same as last year but disbursements were 12 
percent higher because of increased wheat and edible oil deliveries. 
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Sharply increased inflows from Pakistanis working abroad plus some bilateral 
debt relief have eased Pakistan's external financial situation ,at least for now. 
For the week ending August 10 gold and foreign exchange reserves stood at an 
even $1 billion compared to $387 million for July 28 last year. Of the $613 
million increase $266 million is due to a decision to value gold at current 
prices on the London gold market rather than at the old fixed rate of SDRs 35 
per ounce. 


Pakistan's balance of payments for this fiscal year will probably not be as 

favorable as the year just ended. Increases in wheat. and edible oil imports 
are again likely and the ending of the 1974 debt rescheduling agreement will 
put severe burdens on Pakistan's external financial situation. 


IMPLICATIONS FOR THE U.S. 


Pakistan's balance of payments and foreign exchange constraints limit U.S. export 
possibilities to Pakistan. However, its import regime is less restrictive and 
cumbersome than some others, and the recent changes in import policy and pro- 
cedures should facilitate trading. The government's attitudes are in favor of 
private investment and American cumpanies enjoy a good reputation here. Oppor-=- 
tunities exist for profitable joint ventures here and these should increase once 
the export processing zones are completed. 


U.S. firms are generally satisfied with their operations here, although some 
firms believe the regulated business atmosphere has led to inadequate profit 
margins. 


PROSPECTS 


The best prospects for U.S. exporters to Pakistan are in the areas of edible 

oils, wheat, chemical fertilizer machinery, telecommunications equipment, port 
equipment, heavy construction equipment, and cement plants and railway equipment. 
There is also a growing market for food processing equipment (such as sugar mills, 
slaughter house equipment, edible oil processing, wheat and rice milling equip- 
ment, fruit and vegetable packing and processing machinery and equipment for 
frozen foods). There is also a promising market for power transmission and 
control equipment, secondary quality steel sheets, steel scrap and gas trans- 
mission equipment. Engineering and consultative services will also be needed 

in connection with development projects, 
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